AUDITOR’S REPORT OF THE AUDITOR-GENERAL TO MPUMALANGA PROVINCIAL 
LEGISLATURE AND THE COUNCIL ON THE THABA CHWEU LOCAL MUNICIPALITY 

REPORT ON THE FINANCIAL STATEMENTS 

Introduction 

I was engaged to audit the accompanying financial statements of the Thaba Chweu Local 
Municipality, which comprise the statement of financial position as at 30 June 2010, and the 
statement of financial performance, statement of changes in net assets and cash flovi/ statement 
for the year then ended, and a summary of significant accounting policies and other explanatory 
information, as set out on pages xxx to xxx 

Accounting Officer’s responsibility for the financial statements 

The accounting officer is responsible for the preparation and fair presentation of these financial 
statements in accordance with South African Standards of Generally Recognised Accounting 
Practice (SA standards GRAP) and in the manner required by the Local Government; Municipal 
Finance Management Act of South Africa, 2003 (Act No. 56 of 2003) (MFMA). This 
responsibility includes: designing, implementing and maintaining internal control relevant to the 
preparation and fair presentation of financial statements that are free from material 
misstatement, whether due to fraud or error; selecting and applying appropriate accounting 
policies; and making accounting estimates that are reasonable in the circumstances. 

Auditor-General’s responsibility 

As required by section 188 of the Constitution of South Africa, section 4 of the Public Audit Act 
of South Africa and section 126(3) of the MFMA, my responsibility is to express an opinion on 
these financial statements based on conducting the audit in accordance with the International 
Standards on Auditing and GeneraJ Notice 1570 of 2009 issued in Government Gazette 32758 
of 27 November 2009. Because of the matters described in the Basis for disclaimer of opinion 
paragraphs, however, I was not able to obtain sufficient appropriate audit evidence to provide a 
basis for an audit opinion. 



Prior year audit opinion 


The prior year's audit opinion that issued on 31 August 2009 was a disclaimer of opinion. Due 
to the prior year qualifications, I was unable to satisfy myself of the extent to which the results 
for the year ended 30 June 2010 have been affected by misstatements of closing balances at 
30 June 2009. 

Accumulated surplus 

• The closing accumulated surplus of RXX as disclosed in the financial statements, does 
not agree to the balance of RXX per general ledger. The municipality did not reconcile 
the difference of RXX between the financial statements and the underlying records. 
Consequently, the accumulated surplus balance is overstated by RXX. I could not 
determine the effect on the other account balances or classes of transactions contained 
in the financial statements. 
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Reserves 


• Disclosed on the Statement of Changes in net assets are the following reserves which 
vv^ere not supported by any form of cash or cash equivalent. The statutory reserve is 
disclosed as a transfer to the Government Grant Reserve and not as an adjustment 
resulting from a change in accounting policy. Statutory reserve with a balance of zero 
as at 30 June 2010 and a balance of R5 251 996 on 30 June 2009. This variance is a 
result of this resen.'e being written off to the Government Grant Resei-ve. The 
Government Grant Reserve has been disclosed w'ith a closing balance of R41 106 272 
as at 30 June 2010 and a balance of nil on 30 June 2009, instead of these amounts 
being written off against the accumulated surplus of the municipality. 


Property, Plant and Equipment 

» I could not obtain sufficient appropriate audit evidence to obtain reasonable assurance 
as to the valuation, existence, completeness and rights of Property, Plant and 
Equipment with a carrying value of R1 10 810 961 as disclosed in note 6 to the financial 
statements due to limitations placed on the scope of my Vi/ork by the municipality I was 
unable to perform suitable alternative procedures to gain adequate audit assurance, due 
to the poor quality of the fixed asset register, including a lack of descriptions, locations, 
asset numbers and bar codes. 

• Additions to fixed assets to the value of R1 5 932 856 of previous financial periods have 
been included in additions for the current financial year. I could therefore not obtain 
sufficient appropriate audit evidence as to the valuation, existence and completeness of 
additions to fixed assets of R33 053 394, included in the closing balance of fixed assets 
at 30 June 2010, as disclosed in note 6 to the financial statements. I was unable to 
perform alternative procedures, as the municipality’s financial system did not provide 
detailed descriptions of these transactions. 

• Included in additions for the current financial year is work in progress to the amount of 
R16 775 852, These projects are not completed and do not meet the definition of an 
asset in terms of SA Standard of GRAP, GRAP 17 Property, plant and equipment. If the 
work in progress projects were recognised as work in progress, v^ork in progress would 
be increased by R16 775 852 and additions would be decreased by the same amount. 

• SA Standard of GRAP, GRAP 16 Investment property, requires property held to earn 
rentals or for capital appreciation to be recognised as investment property. Investment 
properties to the amount of Rx have been classified as property, plant and equipment. If 
these properties Vv'ere recognised as investment property, investment property would be 
increased by Rx and property, plant and equipment would be decreased by the same 
amount. 

Bank balances and cash 

• I was unable to obtain sufficient appropriate audit evidence for the unreconciled difference 
between the bank balance disclosed in note 29 to the financial statements amounting to 
(R31 567 808) and the bank confirmation that reflects a balance of R1 856 000. The 
municipality’s financial systems did not permit me to perform any alternative procedures, 
and consequently i could not obtain sufficient appropriate evidence as to the completeness 
and existence of the bank of (R31 567 808) as disclosed in the financial statements. I could 
not determine the effect on the other account balances or classes of transactions contained 
in the financial statements. 
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financial statements of R39.939.189, totaling R1 2,329,456. The municipality did not 
reconcile the difference of R12 329 456 between the financial statements and the 
underlying accounting records Consequently, we did not obtain sufficient appropriate audit 
evidence to satisfy ourselves as to the occurrence, obligation, completeness, and valuation 
of trade payables. 

• Variances between the creditor's control account (General Ledger) of R39 939 189 and the 
creditor’s sub-ledger (detailed transaction according to the vote) of R36 536 759 existed. 
The municipality did not reconcile the difference of R3 402 430 between the general ledger 
and the vote listing. Consequently, I did not obtain sufficient appropriate audit evidence to 
satisfy ourselves as to the occurrence, obligation, completeness, and valuation of trade 
payables were not reconciled for the period under review. 

Revenue 

® Distribution losses of electricity for the 2009-10 financial year vv/ere not determined. As a 
result, I could not obtain sufficient appropriate audit evidence as to the completeness and 
accuracy of the accounting records beyond the actual receipts recorded, and therefore 
revenue from the sale of electricity to the amount of R48 155 626, as disclosed in note 17 
of the financial statements. 

• The municipality could not provide sufficient appropriate audit evidence to support the 
amount of R6 606 425 included as bulk service contribution in revenue in the statement of 
financial performance. Consequently, I did not obtain sufficient appropriate audit evidence 
to satisfy myself as to the existence, rights, completeness, and valuation and allocation of 
revenue. 


Government grants and subsidies 

• An amount of R 34,264,508 is disclosed as grants and subsidies paid in the statement of 
financial performance under expenditure, however through inspection of the general ledger 
it was discovered that the amount represents grants expenditure write offs for the prior year 
of R 3^,982,988,55 and an adjustment on accrued interest of R 3,281,519.58. Expenditure 
has been overstated by R34 264 508 as a result of a misallocation of capital expenditure. A 
proper classification would have resulted in a decrease in general expenditure, increase in 
accumulated surplus and an increase in property, plant and equipment. 

o The municipality could not provide sufficient appropriate audit evidence to support the 
unspent balance of R138 620 as at 30 June 2010. The municipality did not reconcile the 
difference between grants received and spent in the financial statements and the 
underlying accounting records. Consequently, I did not obtain sufficient appropriate audit 
evidence to satisfy myself as to the existence, rights, completeness, and valuation of 
conditional grants. 


Bulk purchases 

• The bulk purchases balance of R61 ,406,037.00, as disclosed in note xx to the financial 
statements, does not agree to the balance of R58, 002,987 per the general ledger. 

The municipality did not reconcile the difference of R3 403 050 between the financial 
statements and the underlying accounting records. Consequently, the bulk purchases 


4 


balance is overstated by R3 403 050. I did not obtain sufficient appropriate audit evidence to 
satisfy myself as to the existence, rights, completeness, and valuation of bulk purchases. 


Contract Services 

» The contract senyices balance of R1 5,722,276, as disclosed in note xx to the financial 
statements, does not agree to the balance of R1 3,678,937 per the general ledger. 

The municipality did not reconcile the difference of R2 043 339 between the financial 
statements and the underlying accounting records. Consequently, contract services are 
overstated by R346 312. 1 did not obtain sufficient appropriate audit evidence to satisfy 
myself as to the existence, rights, completeness, and valuation of contract services. 


Commitments 

• There was no contract management system in place for the identification and recognition of 
contracts and there were no satisfactory alternative audit procedures that I could perform to 
obtain reasonable assurance that all commitments were properly recorded Consequently, I 
was unable to obtain sufficient appropriate audit evidence to satisfy myself as to the 
completeness and accuracy of commitments of R21 082 400, as stated in note 33 to the 
financial statements. 


General expenses 

o The general expenses of R26 512 726 as per note 27 of the financial statements include 
R16 690 927 classified as other expenses. The completeness of other expenses could not 
be verified as a detailed listing of amounts included in the other expenses was not submitted 
to audit. Consequently, I did not obtain sufficient appropriate audit evidence to satisfy myself 
as to the existence, rights, completeness, and valuation of other expenses. 


Cash Flow statement 


I was unable to obtain sufficient appropriate audit evidence as to the completeness and 
accuracy of the cash flow information due to the numerous items contributing to the disclaimer 
of opinion that affect the items on the balance sheet and income statement. 

Irregular expenditure 

• Irregular expenditure to the amount of R9 555 457 was incurred but not disclosed, as proper 
tender processes had not been followed. The irregular expenditure was not disclosed in the 
financial statements as required by section 125(2)(d)(i) of the MFMA. 

• Irregular expenditure to the amount of R1 178 375 was incurred but not disclosed, as proper 
procurement processes had not been followed. The irregular expenditure was not disclosed 
in the financial statements as required by section 6.1.1 and 6.2.1 of the supply chain policy 
where quotations were not obtained. 

• Irregular expenditure to the amount of R694 876 was incurred but not disclosed, as proper 
procurement processes, as the point system was not used, had not been followed. The 
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irregular expenditure v>/as not disclosed in the financial statements as required by section 
6 1,1 and 6.2,1 of the supply chain policy. 


Unauthorised expenditure 

. Unauthorised expenditure to the amount of R18 365 224 was incurred but not disclosed, as 
overspending of electricity purchases occurred The unauthorised expenditure was not 
disclosed in the financial statements as required by section 1 25(2)(d) of the MFMA. 

Disclaimer of Opinion 

Because of the significance of the matters described in the basis for disclaimer of opinion 
paragraphs, I have not been able to obtain sufficient appropriate audit evidence to provide a 
basis for an audit opinion. Accordingly, I do not express an opinion on these financial 
statements. 


REPORT ON OTHER LEGAL AND REGULATORY REQUIREMENTS 

As required by the PAA and in terms of General Notice 1570 of 2009 issued in Government 
Gazette 32758 of 27 November 2009 i I include below my findings on the report on 
predetermined objectives, compliance v^ith the MFMA, and financial management (internal 
control). 

Findings 

Predetermined objectives 
Non-compliance with applicable legislation 

No reporting against predetermined objectives, indicators and targets 

• The municipality did not prepare the annual performance report in terms of section 
46 of the MSA, and section 121(3)(c) of the MFMA. 

Existence and functioning of a performance audit committee 
The performance audit committee did not: 

• review the Thaba Chweu local municipality’s performance management system and 
make recommendations in this regard to the council of the Nkangala district municipality 

• submit an auditor’s report to the Thaba Chweu local municipality’s council regarding 
the performance management system at least twice during the financial year. 


Internal auditing of performance measurements 

The internal auditors of the Thaba Chvy/eu local municipality did not audit the performance 
measurements on a continuous basis and/or did not submit quarterly reports on their 
audits to the municipal manager and the performance audit committee. 
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Lack of adoption or implementation of a performance management system 

The municipality did not implement a fiamework that describes and repiesents hovi/ the 
municipality’s cycle and processes of performance planning, monitoring, measurement, 
review, reporting and improvement w\\\ be conducted, organised and managed, including 
determining the roles of the different role players, as required in terms of sections 36,38 
and 41 (2) of the MSA, and regulations 7 and 8 of the Municipal Planning and 
Performance Management Regulations, 2001. 


3 mid-year budget and performance measurements 

The accounting officer of the municipality did not by 25 January 2010 assess the 
performance of the municipality during the first half of the financial year, taking into 
account the municipality’s service delivery performance during the first half of the 
financial year and the service delivery target and performance indicators set in the 
service delivery and budget implementation plan, as required by section 72 of the MFMA. 

Compliance Vi/ith (av/s and regulations 
MFMA 

Expenditure was not paid within the parameters set by the MFMA 

Expenditure was not paid within the required 30 days from the receipt of invoice as 
required in terms of Section 65(2)(e) of the MFMA. 


The Internal Audit unit was not properly established or not functioning properly 
adherence 


Contrary to the requirement set out in section 165 of the MFMA, the internal audit unit of the 
municipality was not functioning properly: 

a. The internal audit unit was not functioning for the year under review. 

b. They did not advise the accounting officer and report to the audit committee on the 
implementation of the internal audit plan and matters relating to; 

i. Internal audit 

ii. Internal controls 

iii. Accounting practices and procedures 

iv. Risk and risk management 

v. Performance management 

vi. Loss of control 
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Expenditure v/as incurred in contravention of or not in accordance with applicable 
legislation resulting in irregular expenditure 


Irregular expenditure was incurred in contravention of the requirement of the MFMA, and was 
not condoned by the National Treasury 

The financial statements were not prepared in accordance with applicable legislation 

The municipality did not prepare financial statements that fairly present the state of affairs of the 
municipality, its performance against its budget, its management of revenue, expenditure, 
assets and liabilities, its business activities, its financial results, its financial position, as at the 
end of the financial year, in accordance with the legislative requirements. 

INTERNAL CONTROL 

I considered internal control relevant to my audit of the financial statements and the report on 
predetermined objectives and compliance with the MFMA, but not for the purposes of 
expressing an opinion on the effectiveness of internal control. The matters reported below are 
limited to the deficiencies identified during the audit 

Leadership 

Oversight responsibility 

® The accounting officer (administrator) did not adequately exercise oversight responsibility 
over reporting and compliance with laws and regulations and internal control. 


Financial and performance management 

Quality, reliable monthly financial statements and management information 

• The financial statement submitted to us was subjected to lot of error such as casting and 
amounts presented on the face of financial statements did not agree to amounts as per tt 
notes to financial statements. 

Proper record keeping and record management 

« Not all requested information submitted for audit purposes. 

• A report on predetermined objective was not submitted for audit purposes. 

Adequate financial management systems 

• Manual or automated controls are not designed to ensure that the transactions have 
occurred, are authorised, and are completely and accurately processed. 

» Systems are not appropriate to facilitate the preparation of the financial statements and 
performance reports. 

Governance 

Risk identification and management 

Internal controls are not selected and developed to prevent/detect and correct material 

misstatements in financial reporting and reporting on predetermined objectives. 
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Intsrnsl sudit thst fnspscfs tho sdscfuscy and implementation of internal control 

• Internal audit did not fulfil its responsibilities as set out in legislation and in accordance with 
accepted best practice and standards. 

Audit committee thst promotes independent sccountebility and service delivery 

» The audit committee did not fulfil its responsibilities as set out in legislation and in 
accordance with accepted best practice. 

• Financial statements are not reviewed prior to submission for audit. 

OTHER REPORTS 
Investigations 

Various investigations are being conducted regarding alleged irregularities and fraudulent 
activities. The investigations have not been concluded at the date of this report. 


Nelspruit 

15 December 2010 



AUDITOR'CSEMERAL 
SOUTH AFRICA 

Audiling lo build public confidence 
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Report on the financial statements 

AUDITOR'S REPORT OF THE AUDITOR-GENERAL TO THE MPUMALANGA LEGISLATURE AND THE COUNCIL ON THE EHLANZENI DISTRICT MUNICIPALITY 
Introductfon 

1. I have audited the accompanying financial statements of the EhlanzenI District Municipality, which comprise the statement 
of financial position as at 30 June 2010, and the statement of financial performance, statement of changes in net assets and 
cash flow statement for the year then ended, and a summary of significant accounting policies and 

other explanatory information, as set out on pages 178 to 215 

Accounting officer's responsibility for the financial statements 

2, The accounting officer is responsible for the preparation and fair presentation of these financial statements in accordance 
with the South African Standards of Generally Recognised Accounting Practice (SA Standards of GRAP) and in the manner 
required by the local Government Municipal Finance Management Act of South Africa, 2003 (Act No.56 of 

2003) (MFMA). This responsibility includes designing, implementing and maintaining internal control relevant to the 
preparation and fair presentation of financial statements that are free from material misstatement, whether due to fraud or 
error; selecting and applying appropriate accounting policies; and making accounting estimates that are reasonable in the 
circumstances. 


Auditor-General's responsibility 

3. As required by Section 188 of the Constitution of South Africa, 1996 (Act No.108 of 1996), section 4 of the Public Audit Act of 
South Africa, 2004 (Act no.25 of 2004) (PAA) and Section 126 (3) of the MFMA, my responsibility is to express an 

opinion on these financial statements based on my audit. 

4. I conducted my audit in accordance with International Standards on Auditing and General Notice 1570 of 2009 issued in 
Government Gazette 32758 of 27 November 2009. Those standards require that I comply with ethical requirements and plan 
and perform the audit to obtain reasonable assurance about whether the financial statements are free from material 
misstatement. 

5. An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the financial 
statements. The procedures selected depend on the auditor's judgement, including the assessment of the risks of material 
misstatement of the financial statements whether due to fraud or error, in making those risk assessments, the auditor 
considers internal control relevant to the entity's preparation and fair presentation of the financial statements in order to 
design audit procedures that are appropriate In the circumstances, but not for the purpose of expressing an opinion on the 
effectiveness of the entity's internal control. An audit also includes evaluating the appropriateness of accounting policies 
used and the reasonableness of accounting estimates made by management, as well as evaluating the overall presentation of 
the financial statements. 

6. I believe that the audit evidence I have obtained is sufficient and appropriate to provide a basis for my audit opinion. 

Opinion 

7- In my opinion, the financial statements present fairly, in all material respects, the financial position of the EhlanzenI District 

Municipality as at 30 June 2010, and its financial performance and its cash flows for the year then ended, in accordance with 
the SA Standards of GRAP and in the manner required by the MFMA. 

Additional matter 

8. I draw attention to the matter below. My opinion is not modified in respect of this matter. 

Unaudited supplementary schedules 

9. The supplementary information set out on pages 178 to 215 does not form part of the financial statements and is presented 
as additional information. I have not audited these schedules and accordingly I do not express an opinion thereon. 
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REPORT ON OTHER LEGAL AND REGUUTORY REQUIREMENTS 

10. As required by the PAA and in terms of General Notice 1570 of 2009 issued in Government Gazette 32758 of 27 November 
2009. 1 inciude below my findings on the report on predetermined objectives, compiiance with the MFMA, and financial 
management (internal control). 

Predetermined objectives 

11. There were no material findings on the report on predetermined objectives, as set out on pages 178 to 215. 

Non-compliance with laws and regulations 

12. There were no material findings concerning non-compliance with key laws and regulations listed above. 


INTERNAL CONTROL 

13. I considered internai control relevant to my audit of the financial statements and the report on predetermined objectives, as 
well as compliance with the MFMA, but not for the purpose of expressing an opinion on the effectiveness of internai control. 
The matters reported below are limited to the deficiencies identified during the audit. 

14. There were no material findings to report with regard to the aforementioned, 

OTHER REPORTS 


Investigation 

15. An investigation is being conducted based on aiiegations of fraud and other irreguiarities in respect of the procurement 

process. The investigation was stiii ongoing at the reporting date. 





Nelspruit 


29 November 2010 
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AUDITOR'S REPORT OF THE AUDITOR-GENERAL TO THE MPUMALANGA 

LEGISLATURE AND THE COUNCIL ON THE NKOMAZI LOCAL MUNICIPALITY 

REPORT ON THE FINANCIAL STATEMENTS 

Introduction 

1 . I have audited the acxjompanying financial statements of the Nkomazi Local Municipality, 
which comprise statement of financial position as at 30 June 2010, and the statement of’ 
comprehensive income, statement of changes In net assets and cash flow statement for the 
year then ended, a summary of significant accounting policies and other explanatory 
information, as set out on pages [xx] to [xx]. 

Accounting officer’s responsibility for the annual financial statements . , 

2. The accounting officer is responsible for the preparation and fair presentation of these 

financial statements in accordance with South African Standards of peneraliy Recognised 
Accounting Practice (SA Standards of GRAP) and In the manner required by the Local 
Government: Municipal Finance Management Act of Sottfh ^rica, 2003 (Act No. 56 of 
2003) (MFMA) and the Division of Revenue Act of South Africa, 2;0p9 (Act No. 12 of 2009) 
(DoRA). This responsibility includes: designing, Irnplementing and maintaining internal 
control relevant to the preparation and fair presentation of financial statements that are free 
from material misstatement, whether due to fraud, PLerron selecting and applying 
appropriate accounting policies; and making accduijting estimates that are reasonable in 
the circumstances. ,i' 

f 

Auditor-General's responsibility ^ .y' 

1 . As required by section 1 88 of the Constitution of South Africa, 1 996 (Act No. 1 08 of 1 996) 
(Constitution), section 4 of the Public Audit Act of South Africa, 2004 (Act No. 25 of 2004) 
(PAA) and section 126(3) . of the MFMA, my responsibility Is to express an opinion on these 
financial statements based bn ponduclirig the audit In accordance with the International 
Standards on Auditing and pe^era/Afof/ce 1570 of 2009 issued in Government 
Gazette 32758 of 27 November 2009. Those standards require that I comply with ethical 
requirements and,ip,Ia,n,aiid perform the audit to obtain reasonable assurance about 
whether the f^ahplat staterfjents are free from material misstatement. 

3. An audit myolves_perfpmfiing procedures to obtain audit evidence about the amounts and 
disclosures iryhe financial statements. The procedures selected depend on the auditor’s 
judgeiTie|)t,Jncludi,ng the assessment of the risks of material misstatement of the financial 
statemenis^whether due to fraud or error. In making those risk assessments, the auditor 
considers inteipal control relevant to the entity’s preparation and fair presentation of the 
financial statefrients in order to design audit procedures that are appropriate in the 
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the 
entity’s internal control. An audit also includes evaluating the appropriateness of accounting 
policies used and the reasonableness of accounting estimates made by management, as 
well as evaluating the overall presentation of the financial statements. 

4. I believe that the audit evidence I have obtained is sufficient and appropriate to provide a 
basis for my audit opinion. 



Basis for qualified opinion 


Property, plant and equipment 

5. Sufficient appropriate audit evidence could not be obtained as to the existence, rights, 
completeness and valuation of infrastructure assets, as disclosed in note 4 to the financial 
statements to the carrying value of R538 399 545 (2009; R518 785 934), due to the 
incomplete classification and identification of the assets in the fixed asset register. I was 
unable to perform suitable alternative procedures, due to the poor quality of the fixed asset 
register, including a lack of descriptions, locations, asset numbers and bar codes. 


6. Sufficient appropriate audit evidence could not be obtained as to the existence, rights, 
completeness and valuation of the game included in heritage assets, as disclosed in note 4 
to the financial statements to the carrying value of R12 105 777 for the Current and previous 
financial years. Furthermore, the game counted at year-end was valued at R6 054 673, 
resulting in an unreconcilable difference of R6 051 104. 1 was unable to perform suitable 
alternative procedures due to the type of asset, i.e. game, concern^. • = 


7. The additions to property, plant and equipment of R88 9^i ^69 as disclosed in note 4 to the 
financial statements, does not agree to the additions balance'(^39^'670 023 per the fixed 
assets register. The entity did not reconcile or provide any supporting documentation for the 
difference of R3 748 254 between the fixed assets register and the financial statements. 
Consequently, the additions to property, plant and eqijipnjent is misstated by R3 748 254. 


Investment property 






8. Sufficient appropriate audit evidence could not be^btained as to the existence, rights, 
completeness and valuation of investment prope^, as disclosed in note 3 to the financial 
statements to the value of R8 167 900 as at 30 June 2010, due to the incomplete 
classification and identification pf the assets in the investment property register. I was 
unable to perform suitable alterriatiye procedures, due to poor quality of the investment 
property register, includirig a Jack of plot numbers and locations. 

K’- ''iv 

Provision for leave pay 

9. 


There was no system, of control over the leave taken and entitlement to employees on 
which I could^elylortKe purpose of my audit. There were no suitable alternative audit 

lL ^ j 


procedurps.thatJ^cdMld perform to obtain reasonable assurance that ail leave days had 
been p^dperiy recbfded in the leave register. Consequently, I was unable to obtain 
sufficie^ ag||ibpriato audit evidence to satisfy myself as to the completeness and valuation 
of the lea^#pay provision of R9 316 761 as disclosed in note 17 to the financial statements. 

Valued-added tax" 


10. Sufficient appropriate audit evidence could not be obtained as to the rights, completeness 
and valuation of the value-added tax (VAT) receivable amount of R17 587 805 as 
disclosed in notes 12 and 49 to the financial statements, since the municipality incorrectly 
used the invoice basis to caicuiate this balance. This was not in line with their current 
registration with the South African Revenue Service (SARS) and has led to the municipality 
not receiving refunds until a VAT investigation is concluded by SARS. I could not 
detemnine the effect on the other account balances or classes of transactions presented in 
the financial statements. 



Revenue 

1 1 . Distribution losses of electricity for the 2009 financial year were not determined. 

12. Distribution losses of electricity for the current financial year amounting to R1 465 037 as 
disclosed in note 21 to the financial statements were Incorrectly calculated as material 
omissions were identified frotn the calculations performed. As a result. I could not obtain 
sufficient appropriate audit evidence as to the completeness and accuracy of the 
accounting records beyond the actual receipts recorded, and therefore revenue from the 
sale of electricity to the amount of R30 284 312 (2009: R25 729 467). 

13. Distribution losses of water for the current and previous financial year^ were not 
determined. As a result, I could not obtain sufficient appropriate audit evicJence as to the 
completeness and accuracy of the accounting records beyond the actual receipts recorded 
and therefore revenue from the sale of water to the amount of R9 118 520 (2009* 

R7 692 954) as disclosed in note 22 to the finandal statements. I was unable to perform 
suitable alternative procedures, as the municipality’s financial system did not provide 
detailed descriptions and information for these transactions.' " •• . 


14. Details of the updated property valuation roll were not disclOsed in the financial statements 
as disclosed in note 20 to the financial statements ' ' 

Commitments ^ ' tj. 

15. Commitments to the value of R20 186 063 were niot disclosed in note 39 to the financial 
statements. Furthermore, there was no contract management system for the identification 
and recognition of contracts and therefore there were no satisfactory alternative audit 
procedures that I could perform to obtain reasonable assurance that all commitments had 
been properly recorded. Consequently, I was unable to obtain sufficient appropriate audit 

completeness and valuation of commitments of 
R78 758 335 as discipsed in note 3,9 to the financial statements. 

V., '’fi: ■ ■' ' 

Qualified Opinion %. 4 

16. In my opinionj^exCpjgt fo'f^the effects of the matters described In the basis for qualified 
opinion i^pfagr&p|is, thp financial statements present fairly. In all material respects the 
financiaiiiositjpn pf^thevNkomazi Local Municipality as at 30 June 2010 and its financial 

^^® y®®'' then ended, in accordance with SA Standards 
of GRAP'aqd in the manner required by the MFMA. 

Emphasis of matters 

I draw attention to the matters below. My opinion is not modified in respect of these matters: 


Restatement of corresponding figures 

1 7. As disclosed in notes 42 and 43 to the financial statements, the corresponding figures for 
30 June 2009 have been restated as a result of a reclassification and an error discovered 
during the current financial year in the financial statements of the municipality at and for 
the year ended, 30 June 2009. . ouiui 




Unauthorised, fruitless and wasteful as well as irregular expenditure 

18. As disclosed in note 47 to the financial statements, unauthorised expenditure of 
R27 153 299 was incurred and condoned, while R101 311 364 was incurred but not 
condoned. 

19. As disclosed in note 48 to the financial statements, fruitless and wasteful expenditure of 
R88 745 was incurred during the period under review. 

20. As disclosed in note 49 to the financial statements, irregular expenditure of R18 425 884 
was incurred during the period under review. 

Additional matter 

I draw attention to the matter below. My opinion is not modified in respect trf this matter: 

REPORT ON OTHER LEGAL AND REGULATORY REQUIREMENTS 

21. As required by the PAA and in terms of General Notice 1570'of20p9 issued in Government 
Gazette 32758 of 27 November 2009, \ include below my. findings on the report on 
predetermined objectives, compiiance with the MFMA and the Local Government: 

Municipal Systems Act of South Africa, 2000 (Act No. 32 of 2000) (MSA), and financial 
management (internal control). ’'W,. ’ 

'\^ 'v. 

' . j v 

Predetermined objectives 

22. Material findings on the report on predetermined objectives, as set out on pages poq to 

poq, are reported below: “ 

Non-compliance with regulatory and reporting requirements 

23. Section 53(1 )(c) of the MFMA sitates that the mayor of a municipality must take all 
reasonable steps to ensure thaf the municipality's service delivery and budget 
implementation plan (SDBI^) js approved by the mayor within 28 days after the approval of 
the budget. However, the'murticipalit/s SDBIP was not approved in the specified timeline. 

Reliability of reported peh'p^^ce information 

The following criteria^Wpfe 4 iseS,tp\ssess the reliability of the planned and reported 

performance: 

Validity; .jrias the Iciuarreported performance occurred and does it pertain to the entity, I.e. 
can thefip^rted peftbrmance information be traced back to the source data or 
documeriralSpn? 

'% 

Accuracy: Hai^e amounts, numbers and other data relating to reported actual performance 
been recorded and reported appropriately? 

Completeness: Have ail actual results and events that should have been recorded been 
included in the reported performance information? 

The following audit finding relates to the above criteria: 
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No supporting source documents 

24. Sufficient appropriate audit evidence could not be obtained in relation to any of the selected 
objectives. There were also no satisfactory audit procedures that I could perfomi to obtain 
the required assurance as to the validity, accuracy and completeness of the reoorted 
information. ^ 


Compliance with laws and regulations 

Municipal Finance Management Act 

The accounting officer did not adhere to his/her responsibilities 

25. Contrary to section 1 of the MFMA, expenditure was not incurred In accordance with the 
requirements of the supply chain management policy of the municipality or the 
requirements of the municipality’s by-laws giving effect to such policy. 

26. Contrary to section 64(2)(a) of the MFMA, the municipality did not have an effective 
revenue collection system. 

Transfer and disposal of assets were not made 1h accordance with the applicable 

legislation , ^ 

27. Contrary to section sec 14 (2)(a)(b) of the MFMA: thl municipality disposed of assets 

without evidence that that the fair marketyalue of;the disposed assets were considered 
and that the economic and community value to be received in exchange for the disposed 
assets were performed. ' . ; • 


than In accordance with sections 15 and 11(3) of the 
MFMA resulting in unauthor^sdd expenditure ' ’ 

28. The accounting officer did '^pt jnsqre that expenditure was incurred in accordance with the 
approved budget of thfe murii^pality and exceeded the limits of the amounts appropriated 
for the different voles 111 the approved budget of the municipality. 

Expenditure v^s i^cufred in vain or could have been avoided resulting In fruitless and 

W3St©TUl GX0OT1ClltUrG.<^ 

29. Expend^r^ricurrld was made in vain, and could have been avoided had reasonable care 
D6sn ©xsrciSDu. 


Expenditure wasincurred In contravention of or not in accordance with applicable 
legislation resulting In irregular expenditure 


30. Expenditure was not incurred in accordance with the requirements of the supply chain 
management policy of the municipality or municipal entity or the requirements of the 
municipality’s by-laws giving effect to such policy as set out in (sectioni the definition of 
irregular expenditure paragraph (d) of the MFMA]. 
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Supply Chain Management legislative requirements were not implemented or not 
adhered to 

31 . Contrary to section 1 1 6 the accounting officer did not take all reasonable steps to ensure 
that a contract or agreement procured through the supply chain management policy of the 
municipality or municipal entity is properly enforced. 


The financial statements were not prepared in accordance with applicable legislation 

32. Although the municipality does have a fixed asset register, this register has not been 
maintained properly as required by section 63(2)(c) of the MFMA. 


33. Contrary to section 62(1 ) of the MFMA, the accounting officer of the municipality is 

responsible for managing the financial administration of the municipality and must for this 
purpose take all reasonable steps to ensure that full and proper records of the financial 
affairs of the municipality are kept in accordance with any prescribed norms and standards 
which was not performed during the period under review. 


34. Contrary to section 65(2)(c) of the MFMA, the municipality did not maintain a system of 

internal control in respect of creditors and payments. ■ 

35. Contrary to section 125(2)(d) of the MFMA, the municipality did not disclose all particulars 
of any material losses recovered or written off. ' r. 

‘'v. - 

36. Contrary to section 125(2)(e) of the MFMA, the municipality did not disclose all areas of 
non-compliance with the MFMA in the notes to the finpncial statements. 


INTERNAL CONTROL 

37. I considered internal control relevant to my audttof the financial statements and the report 

on predetermined objectives ae well as compliance with the MFMA, MSA, Municipal 
Regulations and DoRA, but not for the purpose of expressing an opinion on the 
effectiveness of internal control, ‘i; , - 

38. The matters reported below are limited to the significant deficiencies regarding the basis for 
disclaimer of opinion piaragraphs, the findings on the report on predetermined objectives 
and the findings o/i compliance with laws and regulations. 

„ % % 

Leadf^hip 

Ovdr|figh]^fespon 3 ibiiity over the preparation of financial statements, report on 
predbiemiined objectives, compliance with laws and regulations and internal control was 
not exercised by the accounting officer. The leadership did not ensure that there was a 
process in place to ensure that reviews took place before submission. This was also 
evidenced by the numerous instances of non-compliance with laws and regulations, 
previous year audit findings not addressed, internal control deficiencies and material 
misstatements in the financial statements noted throughout the audit process. 


Financial and performance management 

The financial statements were not reviewed prior to submission for auditing and were 
subject to material amendments resulting from the audit. Procedures pertaining to the 
valuation and classification of property, plant and equipment were not performed, while 
supply chain management was not fully effective. 

Requested information was not available and supplied without any significant delays. 
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Governance 

Risk identification and management processes were not designed to identify chances in 
processes or risks and verify that the design of underlying controls remained effec^ve 
The municipaiity had not seiected and developed internal controls to prevent detect anri 
“J^^^^aterial misstatements in financial reporting and reporting on predetermined 

There was no evidence that management had taken action during the period beina 
reviewed to address fraud risk due to the absence of a fraud prevention strategy. 

2"^ supervision were not undertaken to enable an assessment of 

the effectiveness of internal control over financial and performance r^orting. 


OTHER REPORTS 


.J* Vi; 


■# 


Investigations 

39. An investigation was concluded regarding the suspended muldparmanager and as a 
result the municipal manager was relieved of his duties during tHeSeriod under review 
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